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Mr.  Edward  Harrington.  Controller 
City  and  County  of  San  Francisco 
#1  Dr.  Carlton  B.  Goodlett  Place 
San  Francisco.  CA  94 1 02 


Dear  Mr.  Harrington: 

We  have  audited  the  financial  statements  of  the  Municipal  Railway  (Muni)  of  the  City  and  County  of  San 
Francisco  for  the  year  ended  June  30,  2000.  and  have  issued  our  report  thereon  dated  October  24,  2000.  In 
planning  and  performing  our  audit  of  the  financial  statements  of  Muni,  we  considered  internal  control  in 
order  to  determine  our  auditing  procedures  for  the  purpose  of  expressing  our  opinion  on  the  financial 
statemems.  An  audit  does  not  include  examining  the  effectiveness  of  internal  control  and  does  not  provide 
assurance  on  internal  control.  We  have  not  considered  internal  control  since  the  date  of  our  report.  The 
maintenance  of  adequate  internal  control  designed  to  fulfill  control  objectives  is  the  responsibility  of 
management.  Because  of  inherent  limitations  in  internal  control,  errors  or  fraud  may  nevertheless  occur 
and  not  be  detected.  Also,  controls  found  to  be  functioning  at  a point  in  time  may  later  be  found  deficient 
because  of  the  performance  of  those  responsible  for  applying  them,  and  there  can  be  no  assurance  that 
controls  currently  in  existence  will  prove  to  be  adequate  in  the  future  as  changes  take  place  in  the 
organization. 

A material  weakness  is  a condition  in  which  the  design  or  operation  of  specific  internal  control  components 
does  not  reduce  to  a relatively  low  level  the  risk  that  errors  or  fraud  in  amounts  that  would  be  material  in 
relation  to  the  financial  statements  being  audited  may  occur  and  not  be  detected  within  a timely  period  by 
employees  in  the  normal  course  of  performing  their  assigned  functions.  Our  consideration  of  internal 
control  would  not  necessarily  disclose  all  matters  in  internal  control  that  might  be  material  weaknesses 
under  standards  established  by  the  American  Institute  of  Certified  Public  Accountants.  However,  we  noted 
no  matters  involving  internal  control  and  its  operation  that  we  consider  to  be  material  weaknesses  as 
defined  above. 

During  our  audit  we  noted  certain  matters  involving  internal  control  and  other  operational  matters  that  arc 
presented  for  your  consideration.  These  comments  and  recommendations,  all  of  which  have  been  discussed 
with  the  appropriate  members  of  management,  are  intended  to  improve  internal  control  or  result  in  other 
operating  efficiencies  and  are  summarized  in  Exhibit  I The  status  of  matters  previously  presented  for  your 
consideration  is  summarized  in  Exhibit  II. 

Our  audit  procedures  are  designed  primarily  to  enable  us  to  form  an  opinion  on  the  financial  statements, 
and  therefore  may  not  bring  to  light  all  weaknesses  in  policies  or  procedures  that  may  exist.  We  aim, 
however,  to  use  our  knowledge  of  Muni’s  organization  gamed  during  our  work  to  make  comments  and 
suggestions  that  we  hope  will  he  useful  to  you. 

We  would  be  pleased  lo  discuss  these  comments  and  recommendations  with  you  at  any  time. 
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This  report  is  intended  solely  for  the  information  and  use  of  the  Board  Audit,  Labor  and  Government 
Efficiency  Committee,  Municipal  Transportation  Agency  Board  of  Directors,  management,  and  others 
within  the  organization  and  is  not  intended  to  be  and  should  not  be  used  by  anyone  other  than  these 
specified  parties. 


Very  truly  yours, 


KPMG  LLP 


Tiffany  Ann  Rasmussen 
Parmer 


cc:  Mr.  Michael  Bums,  Municipal  Railway 

Ms.  Virginia  Harrington,  Municipal  Railway 


Exhibit  I 

Comments  and  Recommendations 


Inventory  Management 

Pricing 

We  noted  Muni  had  difficulty  valuing  its  spare  pans  inventory  related  to  one  of  its  bus  fleets.  The  spare 
parts  are  provided  by  the  vendor  at  a lump  sum  cost,  in  conjunction  with  the  costs  of  the  buses,  and  the 
vendor  is  unable  to  provide  unit  costs  for  the  spare  parts.  As  a result  of  not  having  the  appropriate  unit  cost 
for  the  spare  parts.  Muni  experienced  difficulty  in  determining  its  total  inventory,  versus  its  fixed  assets,  as 
of  the  fiscal  year  end. 

Inventory  Monitoring  and  Tracking 

Muni’s  material  control  system  records  inventory  items  received  into  and  subsequently  issued  out  of  (he 
inventory  system.  The  system  does  not  have  the  capability  to  track  the  vehicle  for  which  inventory  was 
used.  As  such,  there  are  no  data  for  management  to  evaluate  the  cost  of  maintaining  certain  types  of 
vehicles. 

Storage 

Muni  had  difficulty  providing  adequate  storage  space  for  all  of  its  spare  parts.  Subsequent  to  June  30, 
2000,  certain  inventory  was  received  and  approximately  two  months  later  the  inventory  was  still  silting  on 
pallets  and  had  not  been  properly  logged  into  the  inventory  system. 


We  recommend  Muni  work  with  its  vendor  to  determine  a way  to  accurately  value  its  spare  parts 
inventory.  In  addition,  in  order  for  Muni  to  effectively  manage  its  business,  it  is  important  to  have  an 
accurate  value  of  its  inventory  balance.  Also,  to  ensure  Muni  is  able  to  consistently  provide  service,  it  is 
important  that  accurate  information  be  provided  about  the  cost  of  maintaining  its  fleet  Finally,  to  properly 
record  and  ensure  the  safeguarding  of  its  assets.  Muni  must  obtain  adequate  storage  space  for  its  inventory 

Management’s  Response: 

Muni  management  agrees  with  the  recommendations  to  review  the  methodology  for  pricing 
inventory  items,  develop  and  implement  systems  for  reporting  inventory  issues  to  individual  work 
orders  and  increase  the  storage  space  allocated  to  repair  parts  and  materials  included  in  the  inventory 
system. 

Pricing 

The  pricing  issue  discussed  in  the  comments  concerns  certain  repair  parts  that  are  purchased  through  the 
new  fleet  procurement  contracts.  In  some  instances,  groups  of  parts  are  purchased  as  car  sets  and  are  priced 
as  car  sets  in  the  contract.  Once  received,  these  car  sets  are  stocked  and  issued  as  individual  items  and  need 
to  be  priced  in  the  inventory  system  as  individual  items.  In  the  past,  difficulty  has  been  experienced 
obtaining  individual  item  cost  information  from  vehicle  manufactures.  When  this  occurs,  costs  arc  assigned 
to  the  items  in  order  to  be  able  to  place  the  items  in  inventory  and  issue  to  shops  when  needed 
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Muni  management  is  working  closely  with  the  manufactures  of  vehicles  scheduled  for  future  delivery  and 
it  currently  appears  that  most  of  these  pricing  issues  will  be  resolved  prior  to  delivery  of  the  parts.  Muni  is 
also  continuing  to  work  with  the  manufacturers  of  vehicles  and  parts  previously  received  and  will  be 
correcting  the  item  costs  as  updated  information  is  obtained.  Muni  management  is  also  reviewing  the 
vehicle  procurement  process  to  determine  if  future  contracts  can  be  structured  to  avoid  this  problem. 

Inventory  Monitoring  and  Tracking 

Grant  funding  has  been  obtained  and  a Request  for  Proposal  for  replacement  of  the  Vehicle  Maintenance 
Management  and  Materials  Inventory  Management  systems  has  just  been  completed  and  approved  for 
advertisement  by  the  Municipal  Transportation  Agency  Board.  The  project  specifications  require  that  the 
systems  offered  provide  the  capability  for  detailed  reporting  of  parts  issues  from  inventory  and  purchases 
for  direct  delivery  to  shops  to  individual  work  orders  and  vehicles. 

Storage 

Muni  has  recently  arranged  to  increase  the  amount  of  storage  space  available  to  the  Materials  Section  for 
storage  of  parts  inventories  in  a leased  warehouse.  The  additional  storage  space  is  expected  to  be  sufficient 
to  handle  inventory  storage  needs  for  the  next  several  years.  A project  for  the  construction  of  a central 
warehouse  has  been  proposed  in  the  long  range  Capital  Improvement  Program. 
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Exhibit  II 

Status  of  Comments  Previously  Presented 


The  following  matters  were  presented  for  your  consideration  in  our  letter  dated  July  31,  2000  with  respect 
to  our  audits  of  Muni  for  the  fiscal  years  ended  June  30,  1999  and  1998  and  the  audits  of  previous  years  by 
predecessor  auditors.  A summary  of  the  previous  observations  and  recommendations,  management’s 
responses  (as  originally  reported)  and  management’s  assessment  of  their  current  status  follows: 

Statistical  Sampling  Plan 

Muni  utilizes  a unique  ridership  counting  methodology  that  produces  line  level  ndership  statistics  and  is 
used  to  satisfy  Federal  Transit  Administration  National  Transit  Database  reporting  requirements.  An 
outside  software  vendor  designed  and  implemented  a passenger  counting  system  that  gathers  ndership  data 
for  each  operating  line.  To  develop  baseline  ridership  profiles.  Muni  employees  performed  a series  of  on- 
board ridechecks,  from  which  route-level  ridership  statistics  were  developed.  From  these  historical 
statistics,  Muni  uses  the  ratios  of  passenger  boardings  (unlinked  passenger  trips)  and  passenger  miles  per 
bus  trip  to  calculate  the  passengers  on  board  at  the  designated  maximum  load  point  in  its  annual 
computations.  Muni  annually  updates  the  baseline  information  by  conducting  ridechecks  at  maximum 
load-points  for  each  line. 

Muni’s  ride  check  practices  warrant  further  review.  The  methodology  utilized  obsolete  ridership  ratios 
derived  from  past  passenger  counts  performed  at  maximum  load  points.  The  use  of  ratios  that  have  not 
been  adjusted  to  account  for  recent  ridership  changes  jeopardizes  confidence  in  historical  passenger  counts 
Some  portions  of  Muni’s  route  profile  have  not  been  counted  since  1985;  moreover,  some  routes  have 
endured  measurable  ndership  changes  over  the  last  fifteen  years.  Wherever  the  distribution  of  ridership 
along  the  line  has  changed  since  the  profile  was  calibrated,  the  estimates  of  passengers  and  passenger  miles 
are  invalid.  This  would  likely  happen  where  there  has  been  a significant  increase  or  decrease  in 
employment  along  the  route,  where  transit  system  changes  resulted  in  a shift  in  ridership  among  routes,  or 
if  the  route  itself  was  modified. 

Given  the  change  in  Muni’s  operations  since  Muni's  statistical  sampling  plan  was  developed,  we 
recommended  that  a third-party  statistician  review  the  plan.  This  would  help  ensure  that  the  plan  continues 
to  meet  the  statistical  parameters  required  by  the  Federal  Transit  Administration. 

Management’s  Response  (as  originally  reported): 

Muni  management  agrees  that  the  current  methodology  requires  review  At  a minimum,  ndership 
ratios  used  need  to  be  brought  up  to  date.  Management  is  also  interested  in  determining  if  more 
efficient  and  cost  effective  sampling  methods  are  available. 

Current  Status: 

Muni  management  has  made  extensive  plans  to  upgrade  ridership  ratios.  We  have  completed 
baseline  counts  on  a series  of  newly-instituted  lines  which  will  allow  us  to  report  ridership  on  these 
lines  for  the  first  time.  Muni  now  has  the  capability  to  update  our  ridership  ratios  with  an  accelerated 
program.  The  data  collection  program  now  includes  baseline  collection  on  weekends  whereas  we 
previously  concentrated  on  weekdays  only.  We  believe  that  we  have  made  significant  progress  in  the 
last  year  and  that  we  can  maintain  a cycle  of  doing  all  of  the  baseline  counts  on  every  line  every 
seven  years.  In  regards  to  the  Metro  system  baselines,  which  have  not  been  done  in  15  years,  we 
have  begun  a baseline  data  collection  campaign.  The  J line  baseline  is  almost  completed  at  this  point, 
and  we  will  begin  baselines  on  the  other  Metro  lines  in  fiscal  year  2000-2001 
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In  addition,  about  10  percent  of  the  new  motor  coaches  (24  in  total)  that  will  be  delivered  during  the  next  2 
years  will  be  equipped  with  Automated  Passenger  Counters  (APCs).  Staff  will  test  this  new  system 
thoroughly  to  insure  consistency  of  counts,  then  request/inform  the  FTA  of  our  intention  to  use  this 
technology  for  NTD  data  collection.  We  expect  to  utilize  this  technology  as  a supplement  to  our  data 
collection  staff.  Muni  is  reviewing  alternatives  for  the  implementation  of  APCs  in  a larger  percentage  of 
the  vehicle  fleet  in  the  future. 

While  Muni  agrees  with  the  recommendation  to  hire  a third  party  statistician,  we  think  it  makes  more  sense 
to  undertake  such  hiring  after  we  implement  the  new  data  collection  and  scheduling  system  in 
approximately  fiscal  year  2002-2003. 

Formalize  Change  Management  Procedures 

Muni  has  gone  through  significant  organizational  changes  with  regard  to  the  Information  Technology  (IT) 
department.  Various  individuals  within  the  IT  department  are  responsible  for  maintaining  and  running  the 
various  applications  that  support  Muni’s  business. 

Muni  should  evaluate  the  feasibility  of  standardizing  the  manner  in  which  service  requests  are  processed 
and  changes  are  tracked  throughout  the  organization.  These  standards  should  require  that  all  changes  be 
appropriately  logged  and  tracked  through  their  completion. 

Management’s  Response  (as  originally  reported): 

Many  control  procedures  for  changes  to  the  legacy  systems  are  still  under  the  control  of  the  Public 
Utilities  Bureau  of  Management  Information  Systems  (BMIS).  The  Muni  Chief  Information  Officer 
(CIO)  has  determined  that  current  legacy  systems  that  support  Muni  need  to  be  replaced.  Rather  than 
spending  resources  to  formalize  any  changes  to  the  legacy  systems  currently  maintained  by  BMIS. 
Muni  will  dedicate  existing  and  future  resources  to  implement  new  systems.  As  Muni  transitions  to 
the  new  Windows  NT  server  platform  with  Oracle  as  the  relational  database  system,  formal  change 
control  methodologies  will  be  established. 

Current  Status: 

Staff  has  been  moving  forward  towards  the  development  of  an  integrated  technology  solution  for 
Muni.  An  Application  integration  Plan  has  been  developed  to  define  the  system  needs  for  the  entire 
business  operation.  The  Application  Integration  Plan  will  form  the  basis  for  Muni  to  develop  into  a 
leader  in  transportation  technology.  As  part  of  this  process,  Oracle  has  been  adopted  as  the  database 
standard  and  the  client-server  enterprise  system  as  the  system  standard.  The  development  and 
migration  of  over  ten  applications  has  been  initiated.  These  systems,  once  complete,  will 
significantly  alter  Muni’s  business  practices. 
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For  example,  the  draft  Request  for  Proposals  to  procure  a new  Vehicle  Maintenance  System/Matcrial 
Management  System/Inventory  Control  System  (VMS/MMS/ICS)  has  been  completed,  and  will  be 
issued  in  early  2001.  The  development  of  the  Accident  Reporting  System/Claim  Tracking  System 
(ARS/CTS)  has  been  started  through  the  establishment  of  system  requirements.  These  two  projects 
will  help  Muni  move  away  from  the  legacy  mainframe  systems.  The  development  of  a new  Oracle 
based  Central  Control  Log  program  is  underway.  Staff  has  begun  to  evaluate  various  commercial 
Computer  Aided  Dispatch  (CAD)  and  Scheduling  systems,  and  later  in  this  Fiscal  year,  staff  should 
be  ready  to  issue  a Request  for  Proposal  for  this  system.  Finally.  Muni  is  the  first  City  Department  to 
implement  the  city  wide  data  warehousing  system,  which  will  improve  our  financial  reporting  ability. 

Staff  intends  to  begin  development  of  change  management  procedures  during  fiscal  year  2000-200) 
and  intends  to  have  comprehensive  change  management  procedures  in  place  once  the  new 
applications  are  implemented  and  fully  functional  over  the  next  three  years. 
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